REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 
PARLIAMENT AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF THE SWARTLAND MUNICIPALITY FOR THE YEAR 
ENDED 30 JUNE 2009 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Swartland Municipality 
which comprise the statement of financial position as at 30 June 2009, and the 
statement of financial performance, the statement of changes in net assets and the 
cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory notes as set out on pages xx to xx. 


The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with standards of Generally Recognised 
Accounting Practice (standards of GRAP) and in the manner required by the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and, the 
Division of Revenue Act, 2008 (Act No. 2 of 2008) (DoRA) and for such internal 
control as the accounting officer determines is necessary to enable the preparation 
of financial statements that are free from material misstatement, whether due to 
fraud or error. 


The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3)(a) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
read with General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008. Those standards require that I comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 



expressing an opinion on the effectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements. 

6. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were obtained 
and used in accordance with the legally adopted budget. As the budget reporting 
standard is not effective for this financial year, I have determined that my audit of 
any disclosures made by the Swartland Municipality in this respect will be limited to 
reporting on non-compliance with this disclosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Opinion 

8. In my opinion the financial statements present fairly, in all material respects, the 
financial position of the Swartland Municipality as at 30 June 2009 and its financial 
performance and its cash flows for the year then ended, in accordance with the 
Standards of GRAP and in the manner required by the MFMA and DoRA. 


Emphasis of matter 

Without qualifying my opinion I draw attention to the following matter 


Amendments to the applicable basis of accounting 

9. As set out in accounting policy note 1 of the municipality’s financial statements, the 
municipality has adopted the transitional provisions as allowed by Directive 4: 
“Transitional Provisions for the Adoption of Standards of GRAP by Medium and Low 
Capacity Municipalities”, as issued by the Accounting Standards Board. 

Restatement of corresponding figures 

10. As disclosed in note 37 to the financial statements the comparative figures were 
significantly restated, due to the change in accounting policy from the previous basis 
of accounting and as a result of errors discovered during the current year ended 
30 June 2009 in the financial statements of Swartland at, and for the year ended, 
30 June 2008. 

Material losses 

11. As disclosed in note 44.7 to the financial statements, water distribution losses of 
14.95% were incurred during the 2008-09 financial year. 

Other matters 

I draw attention to the following matters that relate to my responsibilities in the audit of 

the financial statements: 



Material inconsistencies in other information included in the annual report 


12. I have not obtained the other information included in the annual report and have 
not been able to identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

13. The supplementary information set out on pages xx to xx does not form part of the 
financial statements and accordingly I do not express an opinion thereon. 


Material underspending of the budget 

14. A disclosed in Appendix E(1), the municipality has under spent its capital budget by 
R11 609 095 which equates to 18.34% of budgeted capital expenditure for the year 
under review. However, this did not have a negative impact on the service delivery of 
the municipality. The main reasons for the underspend are as follows: 

• The environmental impact assessment for the street and storm water projects 
took longer than anticipated and the record of decision could not be issued 
prior to the completion thereof. 

• Special attention was given to the compilation of specifications for the 
chlorine store as it needs to comply with the legal requirements for the 
safeguarding of dangerous goods. 

• Equipment and vehicles bought are adjusted according to the requirements of 
the services to be performed. 

• Savings on completed projects occurred where the actual costs were less 
than the costs budgeted for. 

Governance framework 

15. The governance principles that impact the auditor’s opinion on the financial 
statements are related to the responsibilities and practices exercised by the 
accounting officer and executive management and are reflected in the key 
governance requirements addressed below: 


Key governance responsibilities 

16. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is 
the implementation of key governance responsibilities, which I have assessed as 
follows: 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and 
provided in a timely manner 


1. 

No significant difficulties were experienced during the audit concerning 
delays or the availability of requested information. 

■ 





No. 

Matter 

Y 

N 





Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments 
resulting from the audit. 


■ 

3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 


■ 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the 
legislated deadlines section 126 of the MFMA. 

■ 


Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

■ 


Development and compliance with risk management, effective internal 
control and governance practices 


6. 

Audit committee 




• The municipality had an audit committee in operation throughout the 
financial year. 

■ 



• The audit committee operates in accordance with approved, written 
terms of reference. 

■ 



• The audit committee substantially fulfilled its responsibilities for the 
year, as set out in section 166(2) of the MFMA. 

■ 


7. 

Internal audit 




• The municipality had an internal audit function in operation throughout 
the financial year. 

■ 



• The internal audit function operates in terms of an approved internal 
audit plan. 

■ 



• The internal audit function substantially fulfilled its responsibilities for 
the year, as set out in section 1 65(2) of the MFMA. 

■ 


8. 

There are no significant deficiencies in the design and implementation of 
internal control in respect of financial and risk management. 

■ 


9. 

There are no significant deficiencies in the design and implementation of 
internal control in respect of compliance with applicable laws and 
regulations. 

■ 


10. 

The information systems were appropriate to facilitate the preparation of 
the financial statements. 

■ 


11. 

A risk assessment was conducted on a regular basis and a risk 
management strategy, which includes a fraud prevention plan, is 
documented and used as set out in section 62(1)(c)(i) of the MFMA. 

■ 


12. 

Delegations of responsibility are in place, as set out in section 79 of the 

■ 






No. 

Matter 

Y 

N 


MFMA. 



Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 

■ 


14. 

SCOPA resolutions have been substantially implemented. 

N/A 


Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 

■ 


16. 

Adequate control processes and procedures are designed and 
implemented to ensure the accuracy and completeness of reported 
performance information. 

■ 


17. 

A strategic plan was prepared and approved for the financial year under 
review for purposes of monitoring the performance in relation to the budget 
and delivery by the Swartland against its mandate, predetermined 
objectives, outputs, indicators and targets section 68 of the MFMA. 

■ 


18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those 
charged with governance. 

■ 



17. With the implementation of the Standards of GRAP, the municipality experienced 
some difficulties in producing financial statements for audit purposes that were free 
from errors and omissions, although not in all instances material. This situation could 
have led to a qualification of the financial statements had the municipality not 
adjusted their financial statements during the audit, based on my findings. 

18. This is indicative of a situation where pertinent information is not identified and 
captured by the finance department in a form and time frame to support financial 
reporting. The internal audit’s audit plan and the audit committee’s oversight should 
include processes to identify such information and to ensure that it is considered for 
reporting purposes. 

19. The next few years will pose greater challenges for the municipality with the ongoing 
transition to full implementation with the Standards of GRAP and the implementation 
of additional, approved Standards of GRAP. In order to deal with the material 
misstatements in financial statements that have to be corrected during the audit 
period, the municipality needs to: 

• develop a strategy that has the overall aim to improve financial management 
controls relating to compliance with accounting standards and reconciliation 
and maintenance of underlying records, in order to produce accurate financial 
statements 

• implement a discipline of producing periodic (monthly or quarterly at a 
minimum) financial accounts 




• subject the financial statements to a quality review before they are submitted 
for auditing, while the internal audit unit and audit committees can play a 
crucial role in the review process of the financial statements. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
Report on performance information 

20. 1 have reviewed the performance information as set out on pages xx to xx. 

The accounting officer’s responsibility for the performance information 

21. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual performance report of the municipality, prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems Act, 
2000 (Act No. 32 of 2000) (MSA). 


The Auditor-General’s responsibility 

22. 1 conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008 and section 45 of the MSA. 

23. In terms of the foregoing my engagement included performing procedures of a 
review nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

24. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the findings reported below. 

Findings on performance information 

Non-compliance with regulatory requirements 

25. The performance report does not include a comparison of the municipality’s 
performance during the financial year with performances of the previous financial 
year as required by Section 46 of the Municipal Systems Act. 

Inconsistently reported performance information 

26. Measurable objectives were inconsistent between the annual performance report, 
the Integrated Development Plan and the budget. 



APPRECIATION 


27. The assistance rendered by the staff of the Swartland Municipality during the audit is 
sincerely appreciated. 


Cape Town 

November 2009 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 


The Accounting Officer 
Swartland Municipality 
Private Bag X15 
Malmesbury 
7300 

Date 30 November 2009 

Reference:21252REG08/09 


Dear Mr Scholtz 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE REVIEW OF 
PERFORMANCE INFORMATION OF THE SWARTLAND MUNICIPALITY FOR THE YEAR 
ENDED 30 JUNE 2009 


INTRODUCTION 

1. This management report is provided to the accounting officer of the Swartland Municipality 
connection with our audit of the financial statements and the review of the performance 
information for the year ended 30 June 2009. 


2. The report contains the following main subsections: 

• The Auditor-General’s responsibilities 

• The Accounting authority’s responsibilities 

• Significant findings from our audit of the financial statements 

0 Financial matters 
0 Governance matters 

• Significant findings from our review of the performance information 

• Significant findings from specific focus areas 

• Information on audits conducted other than on the financial statements: 

0 Investigations 
0 Performance audits 
0 Special audits 

• Ratings of the audit findings 

• Summary of detailed audit findings 



3. Annexures A, B, and C contain information on the detailed audit findings. The detailed findings 
were communicated during the course of the audit and include management’s responses 
thereto. 


THE AUDITOR-GENERAL’S RESPONSIBILITIES 

4. Our responsibility is to express an opinion on the financial statements and to report on findings 

related to our review of performance information. Our engagement letter sets out our 

responsibilities in detail. These include the following: 

• Planning and performing the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatements, whether caused by fraud or 
error. 

• Performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on our judgement, including the 
assessment of the risks of material misstatement of the financial statements. 

• Considering internal controls relevant to the entity's preparation and fair presentation of the 
financial statements. 

• Evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management. 

• Evaluating the overall presentation of the financial statements. 

• Expressing an opinion on the financial statements based on the audit in accordance with 
the International Standards on Auditing (ISAs). 

• Evaluating non-compliance with applicable legislation relating to financial matters, financial 
management and other related matters. 

• Evaluating the appropriateness of controls, systems and processes to ensure the accuracy 
and completeness of reported performance information. 

• Reading other information in documents containing the audited financial statements. 


5. Because of the test nature and other inherent limitations of an audit, we do not guarantee the 
completeness and accuracy of the financial statements or performance information, or 
compliance with all applicable legislation. 

6. Having formed an opinion on the financial statements we may draw the user’s attention, when 
in our opinion it is necessary to do so, by way of additional communication in the auditor’s 
report to: 

• a matter, although appropriately presented or disclosed in the financial statements, that is 
of such importance that it is fundamental to user’s understanding of the financial 
statements; or 

• as appropriate, any other matter that is relevant to the user’s understanding of the auditor’s 
responsibilities or the auditor’s report. 

These items are normally included under the headings ‘emphasis of matter’ and ‘other matters’ 
respectively in the auditor’s report and include an indication that they do not affect the auditor’s 
opinion. 
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THE ACCOUNTING OFFICER’S RESPONSIBILITIES 


7. The accounting officer’s responsibilities are set out in detail in the engagement letter. These 

include the following: 

• The preparation and fair presentation of the financial statements in accordance with the 
basis of accounting. 

• Designing, implementing and maintaining internal controls relevant to the preparation of the 
financial statements. 

• Selecting and applying appropriate accounting policies, and making accounting estimates 
that are appropriate in the circumstances. 

• Disclosing known instances of non-compliance or suspected non-compliance with laws and 
regulations, of which the effects should be considered when preparing financial statements. 

• Monitoring and reporting on performance against predetermined objectives. 

• Providing access to all information that is relevant to the preparation of the financial 
statements and performance information, such as records, documents and other matters. 

• Disclosing all matters concerning any risk, allegation or instances of fraud. 

• Accounting for and disclosing related party relationships and transactions. 


SIGNIFICANT FINDINGS FROM OUR AUDIT OF THE FINANCIAL STATEMENTS 
FINANCIAL MATTERS 


Material misstatements not corrected at the date of this report 

8. There were no uncorrected misstatements. 

Material misstatements corrected during the audit 

9. The following misstatements were as a result of the auditor not being able to obtain sufficient 
appropriate audit evidence, due to the documentation or information requested not having been 
made available by management: 


Financial 

statement 

item 

Reason for 
misstatement 

Amount of 
misstatement 

R 

Affected 

assertion 

Root cause as 
per table below 

Property, 

Plant and 
Equipment 

It was not possible 
to perform 
alternative 
procedures to 
confirm the fair 
values of 
infrastructure 
assets determined 
by an expert. 

1 157 263 716 

Valuation 

IC,1 


10. All the misstatements identified during the prior year audit were corrected. 

The misstatement identified above relates to the implementation of GRAP 17, the initial 
recognition of assets not previously recognised and the unbundling of infrastructure assets. 
This GRAP statement is very complex and consultants were utilised to compile an asset 
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register and value the infrastructure assets. We were unable to confirm the valuation process 
utilised and confirm the values of the assets after the unbundling. The Municipality has reverted 
to the previous carrying amounts of property, plant and equipment items as allowed by the 
transitional measurement provisions in GRAP 17 to allow themselves more time to adequately 
assess the valuation of such assets. 

11. The following represents the material misstatements arising from a difference between the 
amount, classification or presentation of a reported financial statement item and the amount, 
classification or presentation that is required for the item to be in accordance with the 
applicable financial reporting framework. These misstatements were identified during the audit 
and were corrected by management. These misstatements were not prevented or detected by 
the municipality’s system of internal control. We urge management to implement improved 
controls over the matters reflected as the root cause for the misstatements. 


Financial 
statement item 

Reason for 
misstatement 

Dr 

Cr 

Root 

causes (as 
per table 
below) 

R 

R 

Expenses 

Intangible asset 
incorrectly recognised 

2 590 765 


IC,1 

Intangible assets 

Intangible asset 
incorrectly recognised 


2 590 765 

IC,1 

Traffic fines 
revenue (prior 
year) 

Traffic fine revenue for 
prior year was 
overstated 

2 383 121 


IC,1 

Accumulated 

surplus 

Traffic fine revenue for 
prior year was 
overstated 


2 383 121 

IC,1 


Legend 

CE = Control environment (ISA 315.14(b) and A69-A75) 

The organisational structure does not address areas of responsibility and lines of 
reporting to support effective control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and 
responsibility to facilitate control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining 
and supervision of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set 
the standard for financial reporting. 

4 

The accounting officer/authority does not exercise oversight responsibility over 
financial reporting and internal control. 

5 

Management’s philosophy and operating style do not promote effective control over 
financial reporting. 

6 

The entity does not have individuals competent in financial reporting and related 
matters. 

7 

RA = Risk assessment 

Management has not specified financial reporting objectives to enable the 
identification of risks to reliable financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objectives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 


The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is not considered. 


CA = Control activities 

There is inadequate segregation of duties to prevent fraudulent data and asset 
misappropriation. 

1 
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General information technology controls have not been designed to maintain the 
integrity of the information system and security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions 
occurred, are authorised, and are completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting 
objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial 
reporting. 

5 

Policies and procedures related to financial reporting are not established and 
communicated. 

6 

Realistic targets are not set for financial performance measures, which are in turn not 
linked to an effective reward system. 

7 

1C = Information and communication 

Pertinent information is not identified and captured in a form and time frame to support 
financial reporting. 

1 

Information required to implement internal control is not available to personnel to 
enable internal control responsibilities. 

2 

Communications do not enable and support the understanding and execution of 
internal control processes and responsibilities by personnel. 

3 

M = Monitoring 

Ongoing monitoring and supervision are not undertaken to enable an assessment of 
the effectiveness of internal control over financial reporting. 

1 

Reviews by internal audit, the audit committee or self-assessment are not evident. 

2 

Internal control deficiencies are not identified and communicated in a timely manner to 
allow for corrective action to be taken. 

3 


Funding of operations/Financial sustainability/Going concern 

12. No findings to report. 


Qualitative aspects of accounting practices 

13. As set out in accounting policy note 1, the Municipality prepared its financial statements in 
terms of the basis of accounting prescribed by the Minister of Finance in terms of Government 
Gazette number 31201, notice number 516, dated 9 May 2008 and also in terms of the 
standards and principles in Directive 4 and 5 issued by the ASB in March 2009. Exemptions 
from certain requirements of applicable accounting standards that were available to the 
municipality in previous financial years have now fallen away under the new basis of 
accounting. 

The municipality has made use of transitional provisions granted in Directive 4 relating to fixed 
assets and GRAP 17. 


Material losses/impairments 

14. An emphasis of matter will be included in our audit eport highlighting to the users of the 
financial statements, that as disclosed in note 44.7 to the financial statements, water 
distribution losses of 14.95% were incurred during the 2008-09 financial year. 


Unauthorised/fruitless and wasteful/irregular expenditure 

15. As disclosed in note 44.8 to the financial statements, certain deviations from the supply chain 
management regulations were made which have subsequently been condoned by the council. 
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Budgetary control 

16. The municipality has under spent its budget by Rll 609 095 which equates to 18.34% of 
budgeted capital expenditure for the year under review. This will form part of the emphasis of 
matter paragraph in the audit report. However, this did not have a negative impact on the 
service delivery of the municipality. The main reasons for the underspend are as follows: 

• The environmental impact assessment (EIA) for the Street and Storm water projects 
took longer than anticipated and the Record of Decision (ROD) could not be issued 
prior to the completion thereof. 

• Special attention was given to the compilation of specifications for the Chlorine store as 
it needs to comply with the legal requirements for the safeguarding of dangerous goods. 

• Equipment and vehicles bought are adjusted according to the requirements of the 
services to be performed. 

• Savings on completed projects occurred where the actual costs were less than the 
costs budgeted for. 


Accounting discipline 

17. No findings to report 

Financial indicators/ratios 

18. No findings to report 

Significant uncertainties 

19. No findings to report 

Financial reporting systems 

20. No findings to report 

Revision of the previously issued financial statements 

21. No findings to report 

Accounting reforms 

22. During the year under review the municipality was required to be fully GRAP compliant. The 
main challenge experienced was in the application of GRAP 17. The municipality opted to take 
advantage of the transitional provisions as contained in Directive 4 as regards the 
measurement of fixed assets. 

GOVERNANCE MATTERS 

Material inconsistencies in other information included in the annual report . 

23. 1 have not obtained the other information included in the annual report and have not been able 
to identify any material inconsistencies with the financial statements. 
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Internal audit 

24. No findings to report 


Audit committee 

25. No findings to report 


Management of risk 

26. No findings to report 


Prior year observations and recommendations addressed 

27. Swartland Municipality prepared an action plan emanating from the 2007/2008 Auditor- 

General’s report. This action plan indicated the actions, responsibility, due dates and progress 
on all matters raised during the prior year audit. The action plan has been substantially 
achieved. 


Unavailability of key personnel 

28. No findings to report 


Adequacy and competence of financial reporting personnel 

29. Although the municipality employed consultants at a cost of R225 554, they were utilised to 
assist with the conversion to GRAP only. All adjustments to the annual financial statements 
were done by the municipal finance personnel. 

A consulting firm was employed to compile an asset register and value the infrastructure 
assets. 

Unavailability of expected information 

30. The Municipality appointed a consultant during the year to compile the Infrastructure asset 
register as at 30 June 2009. The scope of work of the consultant included unbundling assets 
previously recorded at globular amounts. The municipality was not able to provide us with audit 
evidence in support of the fair values determined for the infrastructure assets. The municipality 
reverted to historical costs and provisional amounts in terms of directive 4 to enable them to 
time to assess the valuation of these assets. 


Late submission of financial statements 

31. No findings to report. 

Related parties 

32. No findings to report. 

Performance rewards 

33. No findings to report. 

Non-compliance with applicable legislation 

34. Various non-compliance issues have been reported as follows: 
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• Reporting of withdrawals from municipal bank accounts - Sll(4) of MFMA 

• Documentation on municipal web site - S75(2) of MFMA 

• Reporting of employees costs - S66 of MFMA 

• Reported performance information - S46(l) of MSA 

• PAYE calculations - Income Tax Act 

These are not considered to be material and will not affect the audit report. 

SCOPA / Oversight resolutions 

35. No findings to report. 

Key governance responsibilities 

36. The MFMA tasks the accounting authority with a number of responsibilities concerning financial 
and risk management and internal control. Many of these have been addressed in detail above. 
The table below reflects how certain of the financial and governance matters as well as other 
matters included under the reporting on performance information below, will be reported in the 
auditor’s report. 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in 
a timely manner 


1. 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 

■ 


Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 


■ 

3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 


■ 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 126 of the MFMA. 

■ 


Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

■ 


Development and compliance with risk management, effective internal control 
and governance practices 


6. 

Audit committee 




• The municipality had an audit committee in operation throughout the 
financial year. 

■ 



• The audit committee operates in accordance with approved, written terms of 
reference. 

■ 



• The audit committee substantially fulfilled its responsibilities for the year, as 
set out in section 166(2) of the MFMA. 

■ 


7. 

Internal audit 




• The municipality had an internal audit function in operation throughout the 
financial year. 

■ 



• The internal audit function operates in terms of an approved internal audit 

■ 
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No. 

Matter 

Y 

N 


plan. 



• The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in section 165(2) of the MFMA. 

■ 


8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 

■ 


9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 

■ 


10. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 

■ 


11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(l)(c)(i) of the MFMA. 

■ 


12. 

Delegations of responsibility are in place, as set out in section 79 of the MFMA. 

■ 


Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 

■ 


14. 

SCOPA resolutions have been substantially implemented. 

N/A 


Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 

■ 


16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 

■ 


17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the Swartland municipality against its mandate, predetermined objectives, 
outputs, indicators and targets section 68 of the MFMA. 

■ 


18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 

■ 



Achievement of good practice indicators 

37. The following good practices are the drivers of audit results. We have indicated our 

assessment of the municipality’s achievement of these good practices, based on the matters 
included elsewhere in this report. 



Good practice 

Y 

N 

1 

Clear trail of supporting documentation that is easily available and provided 
timeously. 

■ 


2 

Quality of financial statements and related management information. 


■ 

3 

Timeliness of financial statements and management information. 

■ 


4 

Availability of key officials during audits. 

■ 


5 

Development and compliance with risk management and good internal control and 
governance practices. 

■ 


6 

Leadership/supervision and monitoring. 

■ 



38. With the implementation of the Standards of GRAP, the municipality experienced some 
difficulties in producing financial statements for audit purposes that were free from errors and 
omissions, although not in all instances material. This situation could have led to a qualification 
of the financial statements had the municipality not adjusted their financial statements during 
the audit, based on my findings. 
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39. This is indicative of a situation where pertinent information is not identified and captured by the 
finance department in a form and time frame to support financial reporting. The internal audit’s 
audit plan and the audit committee’s oversight should include processes to identify such 
information and to ensure that it is considered for reporting purposes. 

40. The next few years will pose greater challenges for the municipality with the ongoing transition 
to full compliance with the Standards of GRAP and the implementation of additional, approved 
Standards of GRAP. In order to deal with the material misstatements in financial statements 
that have to be corrected during the audit period, the municipality needs to: 

• develop a strategy that has the overall aim to improve financial management controls 
relating to compliance with accounting standards and reconciliation and maintenance of 
underlying records, in order to produce accurate financial statements 

• implement a discipline of producing periodic (monthly or quarterly at a minimum) 
financial accounts 

• subject the financial statements to a quality review before they are submitted for 
auditing, while the internal audit unit and audit committees can play a crucial role in the 
review process of the financial statements. 


SIGNIFICANT FINDINGS FROM OUR REVIEW OF THE PERFORMANCE INFORMATION 

41. No findings to report. 


SIGNIFICANT FINDINGS FROM SPECIFIC FOCUS AREAS 

42. No findings to report. 


INFORMATION ON AUDITS CONDUCTED OTHER THAN ON THE FINANCIAL STATEMENTS 
Investigations 

43. No investigations conducted. 

Performance audits 

44. No performance audits conducted. 

Special audits 

45. No special audits conducted. 

RATINGS OF DETAILED AUDIT FINDINGS 

46. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report. 

These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that could adversely affect the entity’s ability to 
initiate, record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
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accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

• Administrative matters - non-material non-compliance with applicable legislation, or 

misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

47. Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 

APPRECIATION 

48. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the Swartland municipality during the audit. 


Yours sincerely 


L Holland 

Operations Leader : Western Cape 


Enquiries: 

Telephone: 

Fax: 

Email: 


Melanie Joffee 
(021) 528 4141 
(021) 528 4120 
melaniei(5)aqsa.co.za 


Distribution: 

CFO 

Audit committee chair 
Head of internal audit 
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SUMMARY OF AUDIT FINDINGS 


Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other important 
matters 

Administrative 

matters 

In which years 
was it reported 

Qualification 

Other matters 

Performance 

information 

2007/08 

2006/07 

2005/06 

Performance information 

20 

Development objectives/priorities 

Performance 

information 

Information and 
communication 









20 

Reported performance information - 
annual report 

Performance 

information 

Information and 
communication 









35 

Evidence to support reported 

performance information 

Performance 

information 

Information and 
communication 









Property, plant and equipment 

16 

Valuation of infrastructure assets 

Property, plant 
and equipment 

Monitoring 


✓ 







Intangible assets 

18 

Capitalisation of valuation roll 

Intangible assets 

Information and 
communication 


✓ 







Receivables 

22 

Provision for doubtful debtors 

Debtors 

Information and 
communication 









23 

Bad debts write-off policy 

Trade and other 
receivables 

Information and 
communication 









40 

Traffic fines accrual 

Trade and other 
receivables 

Control 

activities 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other important 
matters 

Administrative 

matters 

In which years 
was it reported 

Qualification 

Other matters 

Performance 

information 

00 

o 

o 

o 

CM 

2006/07 

2005/06 













Inventory 

23 

Valuation of properties held for sale 

Inventory 

Control 

activities 









44 

Authorisation of journals 

Inventory 

Information and 
communication, 
Monitoring 





,2 




Long term loans 

24 

Interest expense 

Long term loans 

Information and 
communication 









Employee costs 

25 

Authorisation of overtime 

Payroll 

Control 

activities 









26 

Annual leave - minimum leave days 

Payroll 

Control 

activities 









30 

Calculation of PAYE 

Payroll 

Information and 
communication 
Control activity 









43 

Overtime hours worked 

Payroll 

Control 

activities 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other important 
matters 

Administrative 

matters 

In which years 
was it reported 

Qualification 

Other matters 

Performance 

information 

00 

o 

o 

o 

CM 

2006/07 

2005/06 

Revenue 

19 

Traffic fines revenue 

Revenue 

Information and 
communication, 
Control 
activities 









44 

Accounting for output VAT on sales 

Revenue 

Control 

activities 





,4 




Expenditure 

37 

Registration of suppliers 

Supply chain 
management 

Control 

activities 





,4 




38 

Informal tenders 

Supply chain 
management 

Control 

activities 





,4 




39 

Changes to EFT master file 

Expenditure 

Control 

activities 









39 

Segregation of duties 

Expenditure 

Control 

activities 









Compliance 

31 

Reporting of withdrawals from municipal 
bank accounts 

Compliance 

Control 

activities 









32 

Documents on the Municipality’s website 

Compliance 

Information and 
communication 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other important 
matters 

Administrative 

matters 

In which years 
was it reported 

Qualification 

Other matters 

Performance 

information 

00 

o 

o 

o 

CM 

2006/07 

2005/06 

33 

Reporting of employee costs 

Compliance 

Information and 
communication, 
Control 
activities 









Disclosure 

34 

Financial statements technical review 
findings 

Disclosure 

Information and 
communication 






,4 



34 

Financial statements audit review findings 

Disclosure 

Information and 
communication 






,4 
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ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 


Property, plant and equipment 
1. Valuation of infrastructure assets 


Audit finding 

During the 2008/09 financial year, the municipality went through the following processes with 
regards to its fixed assets: 

• a process of unbundling some of its infrastructure assets that were reflected on the asset 
register at a global amount; 

• the identification of assets that were never recorded on the asset register and brought onto 
the register in the current year for the first time; 

• Determining fair values (depreciated replacement value) for all infrastructure assets. As 
sufficient historical data on infrastructure assets, relating to initial cost prices on the 
infrastructure assets was not available to the municipality, all infrastructure assets are now 
recorded at fair value (depreciated replacement value at 30 June 2009). 

The unbundling of infrastructure assets resulted in an increase in the carrying amount of property, 
plant and equipment by R1 157 263 716 in the current year. 

Swartland appointed an expert, Africon (Aurecon), to compile the infrastructure asset register as at 
30 June 2009 and determine fair values of the infrastructure assets after unbundling. 

We were unable to complete alternative procedures to satisfy ourselves that the valuation of 
infrastructure assets was appropriate and this matter was likely to result in a qualification of the 
audit report due to a scope limitation. 

The above issue affected a number of Municipalities nationally that had gone through a similar 
exercise. A number of meetings were held between the AGSA regarding the practical application of 
ASB Directive 4 and GRAP 17. 

The ASB issued revised FAQs on 19 November 2009 regarding certain of the practical challenges 
that were being encountered regarding the implementation of GRAP 17. 

Subsequent to the issuing of the expanded explanations on the GRAP 17 issue by the ASB in their 
FAQ, the Western Cape AGSA management had an intensive meeting where they unpacked all 
the issues as they relate to the individual municipalities and have, as a collective, come up with 
solutions in some cases based on the principles discussed in the FAQ. 

It was recommended that Swartland perform the following in order to avoid a qualification: 

• To revert to the original asset register values in respect of the infrastructure assets (only class 
of asset that was revalued by Aurecon) 

• Relevant adjustments in respect of the above to be made to the annual financial statements 

• Relevant adjustments to be made as regards the depreciation calculation and amounts 
reflected in the annual financial statements. 

Whilst the valuation of infrastructure assets and other property, plant and equipment items is not 
an issue during the year because the Municipality has taken advantage of the transitional 
provisions in GRAP 17 and ASB Directive 4, the matter remains a potential audit issue going 
forward. 
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It is recommended that the Municipality considers the following matters for the 2009/10 and 
2010/2011 financial years with regard to the valuation of infrastructure assets and items of 
property, plant and equipment that are recognized for the first time: 

• The Municipality must distinguish between those assets acquired before 1 July 2008 and those 
assets acquired after 1 July 2008. Assets acquired before 1 July 2008 can be measured using 
cost or deemed cost (if historical information is not available). Those assets acquired after 
1 July 2008 must be measured at cost. 

• Where assets have been measured at deemed cost, the Municipality should note that audit will 
need to perform such procedures as they consider necessary to verify or confirm the deemed 
cost of the assets. Failure to complete these procedures could result in a scope limitation. 

• The Municipality should note that the initial recognition of assets that were not previously 
recognized represents an adjustment to the accumulated surpluses and deficits for the relevant 
periods. 

Root cause 

Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the municipality and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 

This finding relates to a technical requirement emanating from GRAP regarding the valuation of 
infrastructure assets. 

Risk 

There could be a limitation of scope if auditors do not have sufficient evidence to verify or confirm 
the fair values of the infrastructure assets as determined by the expert. 

Recommendation 

Management should implement procedures to ensure that values determined for infrastructure 
assets are supported by adequate evidence which can be verified and confirmed. 

Management response 

Management are not in agreement with the finding that the root cause is that ongoing monitoring 
and supervision are not undertaken to enable management to determine whether internal control 
over Property, Plant and Equipment disclosure is present and functioning. The problems arise 
from the way the Municipality accounted for Property, Plant and Equipment in the years before the 
implementation of GAMAP/GRAP where Assets were written of when the loan was redeemed. The 
only way to identify these Assets and record it on an Assets Register (some of these Assets were 
acquired as far back as 1900) is the way in which Swartland Municipality investigated the problem 
and implemented the unbundling of these old Assets. It is also the most economical way to 
implement GRAP 17 and to update the Assets Register. 

Name: Christo Gerber 

Position: Head- Financial Statements and Control 
Date: 29 October 2009 
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Intangible assets 
2. Capitalisation of valuation roll 


Audit finding 

Municipalities are required, in terms of the Property Rates Act, to prepare valuation rolls. These 
valuation rolls enable municipalities to legally levy property rates. Legislation and not the valuation 
roll, provides municipalities with the right to levy taxes. 

The cost of preparing the valuation roll had previously been capitalised before the implementation 
of GRAP 102. 

As the valuation roll is prepared to execute the rights conferred on municipalities in legislation, it 
does not generate any economic benefit or service potential for the municipality and is similar to an 
internally generated customer list. Customer lists may not be capitalised under GRAP 102.66. 

Root causes 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the entity and distributed in a form and time frame that 
support the achievement of financial reporting objectives. 

• The impact of adopting GRAP 102 on the preparation of financial statements was not 
adequately considered. 

Risk 

Intangible assets are overstated by R2 590 765 (2008: R2 229 933). 

Recommendation 

The carrying amount of the valuation roll should be derecognised retrospectively from the 
accounting records in terms of GRAP 102.139. 

Management response 


You may argue that the General Valuation Roll is similar to a customer / consumer listing. In the 
municipality opinion, the difference between the General Valuation Roll and a customer/ consumer 
listing is that the customer / consumer listing could lead to income for the municipality (e.g. the 
municipality could use the information included in such a listing to more effectively/ accurately 
manage its debtors, but the application of such a listing will not necessarily give rise to future 
economic benefits) whereas the General Valuation Roll will definitely give rise to future economic 
benefits to the municipality (as the municipality has no other option than to apply the General 
Valuation Roll information in the levying of property rates taxes, an income the municipality cannot 
generate without the information of the General Valuation Roll. 

Furthermore, the link between the General Valuation Roll and the income generated from levying 
property rates taxes have also been contested: some argue that the link between the General 
Valuation Roll and the income it generates is indirect (because the General Valuation Roll is used 
to apply rate tariffs on, which in turn when levied gives rise to income and rates debtors) and thus 
the General Valuation Roll does not satisfy the future economic benefit criterion for assets. 
However, the municipality believes that the General Valuation Roll could be compared to many 
other similar items at a municipality, e.g. a water reticulation network: the water reticulation network 
is capitalized as part of infrastructure assets under PPE even though this asset does not directly 
give rise to income (the network is used to distribute water which, once distributed to consumers, 
give rise to a billing to the consumers for water used which give rise to income and debtors). Thus 
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the municipality concludes that the link between the General Valuation Roll and property rates 
income is sufficient to meet the future economic benefit criterion for assets. 


Based on the above-mentioned argument, if the definition and recognition requirements of GRAP 
102 are met, the cost incurred in preparing the General Valuation can be recognized as an 
intangible asset. 

Intangible Assets was corrected for the 2009 and 2008 financial years. 

Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 8 October 2009 


Revenue 

3. Traffic fines revenue 


Audit finding 

During the audit of traffic fines, we noted that gross traffic fines revenue went down by 42% to 
R3 862 743 from R6 711 635 in the prior year. From our inquiries with management, we were not 
able to establish a specific reason for this unexpected significant decrease in traffic revenue. Whilst 
our testing of traffic fines revenue in the current year did not reveal exceptions, the significant 
unexplained decrease in traffic fines revenue is of concern from a control and revenue 
completeness point of view. 

Root causes 

• As traffic fines accrual was not raised prior to the 2008 financial year, traffic fines income for 
the years prior to 2008 could have been accounted for in the 2008 financial year. 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the company and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 

Risk 

• Traffic fines revenue for the 2008 financial year could be misstated. 

• Loss of revenue. 

Recommendation 

Management should investigate and establish the exact reasons for the significant unexpected 
decline in traffic fines revenue during the year. Once the investigation has been completed, 
management should provide us with the reasons for the significant decline in traffic fines revenue 
for our evaluation. 


Management response 

I am in agreement with the finding and the misstatement will be investigated and corrected by 23 
October 2009. 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 16 October 2009 
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Performance information 


4. Development objectives/priorities 


Audit finding 

The development priorities and objectives of the municipality are not consistent between the IDP, 
the budget and the annual performance report. 

Only 5 of the 39 development objectives/priorities in the IDP are included in the budget. 

The annual performance report does not include any of the development priorities/objectives of the 
IDP though it includes all the key performance indicators and targets in the IDP, and updated 
annual plan. 

It was however noted the 2009/10 Annual Plan has been modified to include a clear link between 
the development objectives per the IDP and key performance indicators and targets. 

Root cause 

• The Municipality has not included all objectives in the different reports as they believe that as 
long as all the information is provided to achieve the same strategic goals, it is not necessary to 
report on all objectives in the different reports (IDP, Budget, and annual performance report). 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the company and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 

Risk 

The achievement of development objectives/priorities in the IDP cannot be readily ascertained or 
confirmed if there are inconsistencies between the objectives in the IDP, the budget and the annual 
performance report. 

Recommendation 

All development objectives/priorities in the IDP should be included in the budget and the annual 
performance report. 

Management response 

We do not differ with the audit findings. 

We see in your letter that you have already noted that the 2009/10 Annual Plan has been modified 
to include a clear link between the development objectives per the IDP and key performance 
indicators and targets. 

Name: Leon Fourie 
Position: Strategic Manager 
Date: 12 October 2009 


5. Reported performance information - annual report 


Audit finding 

According to Section 46(1) of the Municipal Systems Act, a municipality must prepare for each 
financial year a performance report reflecting — 
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a) the performance of the municipality and of each external service provider during that financial 
year; 

b) a comparison of the performances referred to in paragraph (a) with targets set for and 
performances in the previous financial year; and 

c) measures taken to improve performance. 

In performing the audit of performance information we noted that the performance report prepared 
by the municipality does not include a comparison of the performance of the municipality during the 
financial year with performances of the previous financial year as required by Section 46 of the 
Municipal Systems Act. 

Root causes 

• The system used to prepare the performance information did not have a facility to link the prior 
year’s performance results to the current year’s targets and results. 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the company and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 


Risk 

• The performance of the municipality during the year can not be readily compared with that of 
the prior year. 

• The performance report does not comply with the requirements of Section 46 of the Municipal 
Systems Act. 

Recommendation 

The system used to prepare performance information should be enhanced to enable reporting of 

the performance of the Municipality during a particular year against prior year. 

Management response 

• I am in agreement with the finding. 

• The new computerised performance management system that has been used since 
1 July 2009 has the ability to compare the performance results of different years. It can also 
compare financial information of different years. 

Name: Leon Fourie 

Position: Strategic Manager 

Date: 12 October 2009 
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ANNEXURE B: OTHER IMPORTANT MATTERS 


Receivables 

1. Provision for doubtful debtors 


Audit finding 

The provision for doubtful consumer debtors is calculated using the estimated non-repayment 
ratio/percentage by sub-area. In reviewing the provision for doubtful debtors calculation, it was 
noted the repayment percentage used in the calculation of the provision for doubtful debtors for the 
areas in the table below was greater than 100%. 


Area 

Balance 

outstanding 

Non- 

payment 

Percentage 

Provision 

calculated 

Over - 

Provision(assuming 
100% provision) 


R 


R 

R 

Plase Wyk 2 

598 314 

103% 

616 240 

17 927 

Plase Wyk 6 

65 822 

538% 

354 145 

288 323 

Total 




306 250 


The non-repayment ratio can not be greater than 100%. In determining the overstatement of the 
provision for doubtful debtors we have assumed that the non-repayment ratio of 100% for the sub- 
areas above was 100%. If there were collections from Plase Wyk 2 and Plase Wyke 6 during the 
year, the non-repayment ratio would be less than 100%. 

Root causes 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the company and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 

• Assumptions used in determining the non-repayment ratio were not reviewed for 
reasonableness. 

Risk 

The provision for doubtful debtors is potentially overstated by R306 250. 

Recommendation 

Management should review the assumptions used in determining the non-repayment percentage 
and ensure that the provision for doubtful debtors calculated per sub-area and in total is 
reasonable and in line with expectations. 

The accounting records and the financial statements should be adjusted for the overstatement in 
the provision for doubtful debtors. 

Management response 

I am in agreement with the finding and the misstatement will be investigated and corrected by 16 
October 2009. 

Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 8 October 2009 
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2. Bad debts write-off policy 


Audit finding 

While performing audit procedures on bad debts written off during the year, it was noted that bad 
debts written off are determined by the credit controller using a method approved by the 
municipality. This method has not been formally documented into a policy. 

Root cause 

• Information and communication: Information required to execute other control components is 
not identified, captured and distributed in a form and time frame that enables personnel to carry 
out their internal control responsibilities. 

• A formal policy has not been developed due to the constantly changing political and social 
conditions. 

Risk 

Bad debts written off may not be determined using a consistent method from year to year. 

Recommendation 

A policy for the write-off of bad debts should be developed and approved. 

Management response 

The Credit Control and Debt Collection Policy are revised annually, and will be amended during the 
next revision to incorporate a Policy for the write-off of bad debts. 

Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 22 October 2009 


Inventory 

3. Valuation of properties held for sale 


Audit finding 

It is the accounting policy of the municipality to carry properties held for sale at historical cost. In 
performing audit procedures on the valuation of properties held for sale, it was noted that 1 (Erf 
7156) out of a sample of 7 properties was carried at a revalued amount of R122 000 instead of the 
historical cost of R58 000 per the valuation roll. The misstatement on the sample was R64 000 and 
the extrapolated misstatement on the population was R437 148. The extrapolated misstatement 
was calculated as follows: 



R 

Population value 

2 105 564 

Sample error 

64 000 

Extrapolated error 

437 148 


Page 23 of 44 




Root cause 


Control activities: Policies and procedures - Policies related to reliable financial reporting are not 
established and communicated throughout the entity, and do not have corresponding procedures 
that result in management directives being carried out. 

Risk 

Inventory is potentially overstated by R437 148 at the end of the year. 

Recommendation 

Management should put in place procedures to ensure that items of inventory are recorded in 
terms of the accounting policy adopted by the municipality. 

Management response 

I am in agreement with the finding and the misstatement will be investigated and corrected by 16 
October 2009. 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 8 October 2009 


4. Interest expense 


Audit finding 

The interest expense for the year ended 30 June 2009 was understated by R1 076 488. The 
details of the interest not accrued for were as follows: 


Loan & terms 

Date 

Interest expense 
R 

Loan 2 Swartland Municipality: Infrastructure 

Programme 2007/08 - Two 

Interest at 9.575% p.a. 

31/03/09 

830 398 

16/04/09 

38 432 

16/04/09 

6 838 

16/04/09 

27 598 

16/04/09 

74 622 

16/04/09 

9 184 

06/05/09 

237 

06/05/08 

38 321 

Sub total 

1 025 630 




Loan 1 Swartland Municipality: Infrastructure 

Programme 2007/08 - One 

Interest at 9.575% p.a. 

31/03/09 

36 732 

16/04/09 

13 869 

06/06/09 

257 

Sub total 

50 858 





Total 

1 076 488 


Root causes 

• Interest was incorrectly accounted for on the payments basis instead of the accrual basis. 
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• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the company and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 

Risk 

• The interest expense is understated and the related interest liability understated by 
R1 076 488. 

Recommendations 

• Management should correct the accounting records and the financial statements for the 
identified audit difference. 

• Management should implement procedures to ensure that the interest expense is accounted 
for on an accrual basis. 

Management response 

I am in agreement with the finding and the misstatement will be investigated and corrected by 30 

October 2009. 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 21 October 2009 


Employee costs 
5. Authorisation of overtime 


Audit finding 

During our testing of overtime, we found 8 instances where overtime worked by the following 
employees was not pre-approved as required by municipality’s policy. This overtime worked was 
normal overtime and not emergency / standby overtime. 

The details are as follows: 


Employee name 

Employee 

Number 

Overtime date 

Approval Date 

A Tities 

1336113 

9 July 2008 

13 August 2008 

C Pietersen 

1336160 

Various dates in August 
2008 

September 2008 

NG Vermeulen 

33000132 

15-17 September 

15 Cctober 2008 

C Pietersen 

1336160 

Various dates in January 
2009 

11 February 2009 

RB Leng 

1336135 

6-12 Cctober 2008 

13 November 2008 

GL Adams 

600066 

13-17 Cctober 2008 

5 November 2008 

MJ Sedeman 

330914 

21 March 2009 

3 April 2009 

CV Sekgope 

1337206 

1 November 2008 

8 December 2008 

DGP Snell 

1337253 

3 December 2008 

12 January 2009 


Root causes 

• A lack of control over the pre-approval of overtime. 
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• Control activities: Financial - Written procedures, authorisations, record keeping, management 
reviews and asset safeguards are not segregated to prevent fraudulent financial data and asset 
misappropriation. 

Risk 

Overtime could be claimed by an employee that has not actually been worked. 

Recommendation 

Management should implement a procedure to ensure that all normal overtime is pre-approved. 

Management response 

We take note of the finding. The importance of pre-approval was brought under the attention of all 
relevant parties concerned (see email attached). More stringent control has been put in place to 
ensure that normal overtime is paid according to the policy. 

Name: A Beneke 
Position: 

Date: 21 October 2009 


6. Annual leave - minimum leave days 


According to section 7(2) of the South African Local Bargaining Council (SALBC) agreement, an 
employee who works five days a week should take a minimum of 16 leave days per annum. During 
the audit of payroll, it was noted that a significant number of employees did not take the minimum 
leave days as required by the SALBC agreement. The table below summarises the number of 
employees who did not take the minimum leave days required: 


Leave days taken 

Number of 
employees 

0-5 

222 

5-10 

89 

10-16 

127 

Total 

438 

Total number of employees 

528 

% of employee who did not take the minimum 
leave days 

83% 


Root causes 

• Procedures to ensure that employees take minimum leave days were not been implemented 
effectively. 

• Control activities: Operational - Directive, preventive and detective controls are not adequate 
and focused on achieving efficient resource usage and effectiveness, as measured by the 
extent to which specific control objectives are achieved. 

Risk 

• Non-compliance with SALBC agreement 

• Increased leave liability and the related employee costs 
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Recommendation 


The municipality should ensure that all employees take their compulsory leave days as stipulated 
by section 7(2) of the South African Local Bargaining Council Agreement. 

Management response 

The Auditor General’s memorandum 33 of 2009 dated 27 October 2009 has reference. 

Previously all employees’ leave cycles was a 12 month period with effect from the appointment 
date. This situation made it very difficult to monitor whether employees took their compulsory 
leave for the leave cycle and therefore the leave cycles of all employees were changed to run from 
1 January to 31 December of each year. The changes to the leave cycles were made in the 
middle of the leave cycle being audited and resulted in the situation that the distribution of leave 
credits between Annual (A), Annual Previous (AP) and Accumulated leave (AC) was not accurate. 
From the Auditor General;s memorandum it is clear that only the leave under the category Annual 
(A) was calculated in order to determine whether employees took their compulsory 16 days. 

I admit that I did not have controls in place at that stage (end of December 2008), but had made 
the necessary changes in order to ensure proper controls at the end of the next leave cycle (end of 
December 2009). All employees’ leave cycle now run from 1 January to 31 December of each 
year and this enables Human Resources to monitor the leave cycles more closely and with much 
more ease. The current controls that are in place, is that the leave records for all employees are 
scrutinised during November of each year and all employees who have not yet taken their 
compulsory leave, will then be reminded in writing that they should take their compulsory leave 
before the end of the leave cycle. The control has been recommended by Internal Audit and 
implemented. 

The leave records for the leave cycle 1 January 2008 to 31 December 2008 were studied and the 
following employees did not take their compulsory leave of 16 days for the leave period (Annual 
leave. Annual Previous and Accumulated leave were however taken into account in the 
calculations due to the confusion as a result of the changes made to the leave cycles): 


Employee 

Code 

Employee Name 

Leave days taken 
as at 31 December 
2008 

Comments 

1111052 

MA Abrahams 

11 


1110534 

Z Adonis 

8 


1337246 

A Agulhas 

4 

Appointed 1/4/08 

1111067 

N Albertus 

2 

Appointed 1/11/08 

1337250 

CS April 

6 

Appointed 1/4/08 

1337248 

WP Arendse 

9 

Appointed 1/4/08 

1337261 

VH Arendse 

3 

Appointed 1/8/08 

1441459 

CM Arendse 

15 

Appointed 1/5/08 

1337258 

JC Baatjies 

1 

Appointed 1/4/08 

1336188 

WS Barendse 

14 


1337273 

JP Barlow 

0 

Appointed 1/12/08 

1337269 

A Beukes 

0 

Appointed 6/10/08 

1337260 

DJ Bezuidenhout 

2 

Appointed 1/5/08 

33000015 

HJJ Boois 

15 


1551061 

RY Booizen 

11 


1111046 

AM Bruintjies 

6 


99000005 

J Bruintjies 

8 


1000807 

AJ Burger 

13 


1000813 

DJF Carolus 

13 


1550828 

AJN Carstens 

0 


1110052 

S Cilliers 

6 
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Employee 

Code 

Employee Name 

Leave days taken 
as at 31 December 
2008 

Comments 

1111064 

CC Cloete 

3 

Appointed 1/10/08 

335669 

CW Collins 

10 

Appointed 1/7/08 

40000004 

AW Crews 

10 


334555 

P Daniels 

14 


33000063 

J de Bruin 

6 


1111044 

JH de Haast 

13 


1440195 

R du Toil 

9 

Sect 57 - not 

subjected to 

Collect Agreement 

335665 

MF Elmie 

0 

Appointed 1/7/08 

1110566 

NA Erasmus 

15 


2001500 

D Erasmus 

15 


335662 

SM Erasmus 

1 

Appointed 1/7/08 

1337262 

AFW Esau 

4 

Appointed 1/8/08 

1551095 

LJ Farao 

12 


1335722 

S Faro 

0 


1337216 

CS Felix 

11 


1111060 

GP Fortuin 

13 

Appointed 1/5/08 

1000808 

LP Fourie 

3 

Appointed 1/11/08 

44000016 

BF Gordon 

15 


1337275 

E Hendricks 

0 

Appointed 1/12/08 

1441461 

A Herman 

8 

Appointed 1/5/08 

99000009 

FA Hloyi 

7 


1770556 

M Holtzhausen 

13 


1337247 

A Hoop 

1 

Appointed 1/4/08 

1111069 

EE Howburg 

0 

Appointed 1/12/08 

1337274 

EG Howburg 

2 

Appointed 1/12/08 

1000815 

K Jacobs 

12 


1337266 

G James 

4 

Appointed 1/9/08 

1336156 

DB Jannike 

9 


1551090 

WAD Januarie 

8 

Appointed 1/3/08 

1337263 

FKD Johnson 

2 

Appointed 1/8/08 

441399 

T Joja 

12 


335407 

PF Jonathan 

15 


335668 

CN Julius 

2 

Appointed 1/7/08 

1111061 

CT Karstens 

0 

Appointed 1/5/08 

1551089 

BS Klatie 

13 

Appointed 1/3/08 

1111063 

JJ Koegelenberg 

0 

Appointed 1/10/08 

33000021 

JJ Koopman 

4 


1551096 

CJ Kruger 

0 

Appointed 1/12/08 

1000817 

L Lakey 

0 

Appointed 1/11/08 

33000121 

A Lambrechts 

0 

20 days leave sold 
due to inability to 
take leave 

(operational 
reasons) 

335365 

GF Larey 

3 


330551 

N le Fleur 

13 


1000816 

PBR le Roux 

15 

Appointed 1/5/08 

335666 

T Lentsa 

0 

Appointed 1/7/08 

1337257 

K Lewis 

7 

Appointed 1/4/08 

1337249 

WA Liedeman 

8 

Appointed 1/4/08 

1440291 

JT Liedeman 

10 
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Employee 

Code 

Employee Name 

Leave days taken 
as at 31 December 
2008 

Comments 

1337241 

MBP Limba 

5 


1000231 

IH Loock 

14 


1337543 

MT Lutshongo 

14 


1337233 

DF Malan 

12 


1336154 

S Maqoko 

14 


1000805 

CE Matthyse 

8 


1337229 

F Mbengo 

6 


99000040 

A Mentoor 

9 


1220172 

M Meyer 

9 


1551077 

AC Miller 

8 


1337276 

X Mkwambi 

0 

Appointed 1/12/08 

1337271 

SR Mntlaka 

0 

Appointed 1/11/08 

1000814 

AM Morris 

13 


335647 

J Morris 

2 


1441462 

CJ Mostert 

4 

Appointed 9/5/08 

441424 

DJ Mostert 

6 

Appointed 1/3/08 

1110164 

A November 

3 


332607 

H Owies 

2 


1337245 

AD Papier 

12 


1111053 

MP Persens 

14 


1111066 

E Petersen 

4 

Appointed 1/11/08 

440854 

SJ Phike 

11 


1337267 

G Philander 

0 

Appointed 1/9/08 

1551094 

H Pienaar 

1 

Appointed 1/9/08 

1336160 

C Pietersen 

13 


1337272 

JJ Pietersen 

0 

Appointed 1/11/08 

1441460 

JA Pietersen 

15 

Appointed 1/5/08 

1336100 

JKQhali 

14 


440046 

VM Qhali 

13 


1551095 

MC Ruiter 

4 

Appointed 1/10/08 

1337255 

AW Ru iters 

8 

Appointed 1/4/08 

1337259 

TJ Samuels 

6 

Appointed 1/4/08 

1111065 

MC September 

4 

Appointed 1/11/08 

1111068 

ER Simpson 

0 

Appointed 1/12/08 

1550218 

M Skippers 

15 


30000022 

DM Smit 

11 


33000010 

K Smit 

6 


1337253 

DGP Snell 

8 

Appointed 1/4/08 

1111031 

GW Solomons 

12 


1337254 

DR Solomons 

3 

Appointed 1/4/08 

1550917 

CP Solomons 

13 


1337265 

GM Steenkamp 

0 

Appointed 1/8/08 

1110125 

VB Stringer 

8 


1337268 

MW Swanepoel 

4 

Appointed 1/10/08 

40000002 

PJ Swart 

15 


1550779 

E Swarts 

7 


1110118 

PJ Taljaard 

13 


1551091 

DD Thomas 

8 

Appointed 1/3/08 

1111058 

J Thompson 

0 

Appointed 1/2/08 - 
works 2 days per 
week part-time 

335667 

JJ Toontjies 

0 

Appointed 1/7/08 

1337185 

T Tshwela 

2 
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Employee 

Code 

Employee Name 

Leave days taken 
as at 31 December 
2008 

Comments 

1337240 

M van der Merwe 

13 


1440100 

JJ van der Zandt 

14 


1551097 

ED van der 

Westhuizen 

0 

Appointed 1/12/08 

1337201 

PJ van Schalkwyk 

8 


1337270 

JEM van 

Schalkwyk 

4 

Appointed 1/10/08 

335663 

PW Warnick 

0 

Appointed 1/7/08 

1440230 

SHM Weideman 

10 


44000005 

P Williams 

9 


335503 

E Wilsnach 

13 


1550515 

HI Woods 

12 



In the Column for comments in the table above, it is indicated which employees were appointed in 
the middle of the leave cycle. These employees obviously could not take their full compulsory 
leave of 16 days for the leave cycle. In future proper control will be in place to ensure that 
employees take a pro rata portion of the compulsory leave during a pro rata leave cycle. 

It is hereby confirmed that the control has been implemented for the end of the next leave cycle (1 
January 2009 to 31 December 2009). 

Name: Ms S de Jongh 
Head: Human Resources 
Date: 2 November 2009 


7. Calculation of PAYE 


Audit finding 

During the audit of payroll, differences were identified between the PAYE per the IRPSs and the 
PAYE recalculated for the sample selected. The details are as follows: 


Employee 

PAYE per IRP 5 

PAYE 

Recalculated 

Audit 

difference 


R 

R 

R 

Qhali VM 

6 933.65 

7 580.7 

647.05 

Leonard 1 

0 

446.76 

446.76 

Mentor A 

7 528.92 

8 210.34 

681.42 

Engelbrecht J 

795.40 

1 384.38 

588.98 

Booi Nl 

1 829.54 

2 418.12 

588.58 

Total 

17 087.51 

20 040.30 

2 952.79 

Sample value 


208 528.50 


Population value 


6 274 548.00 


Extrapolated error 


88 842.83 



Root cause 

• Provident fund contributions were incorrectly treated as a deduction in the calculation of 
taxable income. 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the entity and distributed in a form and time frame that 
support the achievement of financial reporting objectives. 
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Risk 


• Non-compliance with income tax legislation. 

Recommendation 

Management should investigate the audit finding and correct the calculation of PAYE for 
employees with provident fund contributions should the finding be found to be correct. 

Management response 

The misstatement is currently being investigated and will be corrected should the finding be found 
to be valid. Due to the SAMWU Provident Fund being registered with SARS, management is 
uncertain if the fund is registered as a pension fund or if any tax exemptions exist. 

The audit issue regarding the calculation of the PAYE for employees with the provident fund 
contributions has been referred to our payroll system (PayDay) consultants, SAMU Provident Fund 
management and SARS for clarity. 

Name: Christo Gerber 

Head: Head: Financial Statements and Control 
Date: 18 November 2009 


Compliance 


8. Reporting of withdrawals from municipal bank accounts 


Audit finding 

According to Sll(4) of the MFMA, the accounting officer must within 30 days after the end of each 
quarter — 

(a) table in the municipal council a consolidated report of all withdrawals made in terms of 
subsection (1) (b) to (y) during that quarter; and 

(b) submit a copy of the report to the relevant provincial treasury and the Auditor-General. 

Subsections 1 (b) to Q) refer to all payments other than to defray expenditure appropriated in terms 
of the approved budget. 

In performing the audit of compliance with laws and regulations, we noted that a report of all 
withdrawals in terms of subsection (1) (b) to (j) were not submitted to the Auditor-General as 
required by Sll(4) of the MFMA. 

Root cause 

• The quarterly payments/ withdrawals reports were submitted to Treasury and the Council but 
erroneously not submitted to the Auditor-General. 

• Control activities: Policies and procedures - Policies related to reliable financial reporting are 
not established and communicated throughout the entity, and do not have corresponding 
procedures that result in management directives being carried out. 

Risk 

The Municipality did not comply with Sll(4) of the MFMA. 

Recommendation 
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A report of all withdrawals made in terms of subsection (1) (b) to Q) for each quarter must be 
submitted to the Auditor-General as required by Sll(4) of the MFMA. A checklist should be used 
to ensure that the Municipality complies with all sections of the MFMA. 

Management response 

I am in agreement with the finding. The non-compliance was owing to an oversight from my side. 

The misstatement was corrected and the latest report (withdrawals for the quarter July - 
September 2009) was submitted to the relevant parties as required by Section 11 of the MFMA, 
included to the Auditor General. (See attached confirmation of the receipt from the Auditor 
General). 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 16 October 2009 


9. Documents on the Municipality’s website 


Audit finding 

According to S75(2) of the MFMA all long-term borrowing contracts must be placed on the official 
website of the municipality. We have noted that long term borrowing contracts have not been 
placed on the Municipality’s website as required by the MFMA. 

Root causes 

• The website contains an option that allows the public to request documentation from the 
Municipality regarding tenders and other issues. However, no contracts and agreements have 
been placed on the website. 

• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the company and distributed in a form and time frame 
that support the achievement of financial reporting objectives. 

Risk 

Non-compliance with S75(2) of the MFMA. 

Recommendation 

Long term borrowing contracts must be placed on the website of the Municipality as required by 
the MFMA. 

Management response 

Management agrees with the finding and instructions were given to the responsible official to 
ensure that in future all borrowing contracts are to be placed on the website. 

The available existing borrowing contracts will be placed on the website as soon as possible. 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 29 October 2009 
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10. Reporting of employee costs 


Audit finding 

According to Section 66 of the MFMA, the accounting officer of a municipality must, in a format and 
for periods as may be prescribed, report to the council on all expenditure incurred by the 
municipality on staff salaries, wages, allowances and benefits, and in a manner that discloses such 
expenditure per type of expenditure. 

In performing the audit of compliance with laws and regulations, we could not find evidence that 
expenditure incurred by the Municipality on staff salaries, allowances and other benefits was 
reported to council as required by Section 66 of the MFMA. 


Root causes 

• Income and expenditure reports submitted to Council on a monthly basis do not specifically 
disclose the staff benefits in the format required by Section 66 of the MFMA. 

• Information and communication: Internal communication - Communications do not enable and 
support understanding and execution of internal control objectives, processes and individual 
responsibilities at all levels of the organisation (employees do not understand their control 
responsibilities). 

• Control activities: Policies and procedures - Policies related to reliable financial reporting are 
not established and communicated throughout the entity, and do not have corresponding 
procedures that result in management directives being carried out. 

Risk 

The Council is not informed of the expenditure incurred by the Municipality on staff salaries, 
wages, allowance and benefits as required by Section 66 of the MFMA. 

Recommendation 

The Municipal Manager should report to council on all expenditure incurred by the Municipality on 
staff salaries, wages, allowances and benefits in the format prescribed by Section 66 of the MFMA. 

Management response 

I am in agreement with the finding. 

Currently, I report to the council regarding the total actual income and expenditure per month 
(including the employment costs). I also report to council regarding the actual year to date overtime 
and standby on a monthly basis. 

The misstatement was noted and was corrected. A new report was compiled in the format as 
required by section 66 of the MFMA (see attached spreadsheet). The report will be tabled at the 
next council meeting in November 2009. 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 16 October 2009 
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Disclosure 


11. Financial statements technical review findings 


Audit finding 

The financial statements of Swartland for the year ended 30 June 2009 were submitted to the 
technical department for review and a various findings were issued. 

Root causes 

• Information and Communication: financial reporting information - pertinent information is not 
identified, captured, used at all levels of the entity and distributed in a form and time that 
supports the achievement of financial reporting objectives. 

• Inadequate review of the financial statements by an independent delegated official. 

Risk 

Financial statements not prepared in terms of the applicable basis of accounting. 

Recommendation 

The relevant disclosures should be amended to comply with the applicable basis of accounting. 

Management response 

As documented in the table below next to the review findings. 

Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 2 October 2009 

Auditor’s response 

Review findings were discussed with management on 13 November 2009 and management 
agreed to adjust the financial statements for all the suggested changes. The technical department 
cleared all the findings on receipt of the adjusted final set of financial statements. 


12. Financial statements audit review findings 


Audit finding 

A number of findings were noted during a review of the financial statements for compliance with 
the applicable standards. 

Root causes 

• Information and Communication: financial reporting information - pertinent information is not 
identified, captured, used at all levels of the entity and distributed in a form and time that 
supports the achievement of financial reporting objectives. 

• Inadequate review of the financial statements by an independent delegated official. 

Risk 

Financial statements not prepared in terms of the applicable basis of accounting. 
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Recommendation 


The relevant disclosures should be amended to comply with the applicable basis of accounting. 

Management response 

As documented in the table above next to the review findings. 

Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 22 October 2009 


Performance information 

13. Evidence to support reported performance information 


Audit finding 

During the review of performance information, the findings below were noted in performing audit 
procedures to evaluate the existence of adequate evidence to verify the reported performance 
information. 

• There was no audit evidence to support the reported performance for 3 out of 19 performance 
indicators selected for audit (16%) for the priority objective “provide an effective and efficient 
building control service”. The details are as follows: 



DIR 

DIVISION 

INDICATOR 

NAME 

GOAL 

DEFINITION 

CALCULATION 

METHOD 

148 

Dev 

Building 

Services 

Effective 

site 

inspections 

(m) 

Ensure that site 
inspections are 
undertaken within 
set timeframes 

%of 

requested 

site 

inspections 
undertaken 
per month 

% actual 
inspections / 
requested 
inspections 

149 

Dev 

Building 

Services 

Building 

Plan system 
updates (m) 

Ensure that all 
building plan 
information is 
captured 



150 

Dev 

Building 

Services 

Building 

plans: 

complaints 

(mO 

Ensure that all 
enquiries and 
complaints are 
addressed 




Root causes 

• The Municipality has not developed a method to measure and record the achievement of the 
performance indicators accurately. 
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• Information and communication: Financial reporting information - Pertinent information is not 
identified, captured, used at all levels of the entity and distributed in a form and time frame that 
support the achievement of financial reporting objectives. 

Risk 

• The reported performance information may not be accurate and reliable. 

• The reported performance information can not be independently verified. 

Recommendation 

Management should implement procedures to measure and record the achievement of 
performance indicators accurately. 

Management response 

Management do not totally agree with the finding and root cause, as evidence to support the 
performance measurements is available. However, improvement of the current procedures is 
needed for Management to obtain performance information with lesser effort and which is more 
reliable. 

Indicator 148 - Effective Site Inspections and Indicator 150 - Complaints 

The Building Control Officer registers all site inspections to be performed and complaints received. 
He allocates the execution and follow-up thereof to the relevant Building Inspectors during their 
daily meeting. Work instructions are followed up at the next meeting and on completion the 
information is captured on the building plan system. 

Indicator 149 - Building Plan system updates 

Building plans received are captured on a daily basis onto the system and prove of payment needs 
to be provided prior to acceptance. System reports are available as evidence that plans are 
timeously captured. 

A workshop has been planned with Business Engineering to improve the current system whereby 
all events will be electronically recorded from initiation to completion and Management system 
reports are available to monitor performance. 

Name: Mr AM Zaayman 

Position: Head - Planning, Building Control & Valuation - Development Services 
Date: 21 October 2009 
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ANNEXURE C: ADMINISTRATIVE MATTERS 


1. Registration of suppliers 


Audit finding 

According to SCM regulation 13, the following information is required in order for a supplier to be 
registered on the suppliers’ database: 

a) Full name, ID number/ company/ other registration number, tax reference number and VAT 
registration number. 

b) Authorisation to obtain tax clearance from SARS that provider's tax matters are in order. 

c) Indication whether he/ she is in service of state (or has been in the past 12 months) 

During the audit of expenditure, we noted that a supplier, Basson Insleepers trading as CK Tow-In, 
currently providing towing services to the Municipality is not listed on the suppliers’ database. The 
information required about the supplier in terms of the SCM policy was not available. 

Root causes 

• Procedures for the registration of suppliers’ database were not followed. 

• Control activities: Selection and development of control activities - Control activities are not 
selected and developed with consideration of their cost and their potential effectiveness in 
mitigating risks to the achievement of financial reporting objectives. 

Risk 

• The Municipality is not complying with its SCM policy. 

• Unauthorised or irregular transactions with suppliers not registered on the suppliers’ database 
may not be prevented and/or detected. 

Recommendation 

Management should put in place procedures to ensure that all new suppliers are properly 
registered in the suppliers’ database before procuring services and supplies. 

Management response 

We take note of the above-mentioned audit finding, and are aware of the fact that the supplier, CK 
Tow-In, are not registered on Swartland Municipality’s suppliers’ database. 

The supplier has been used in an emergency situation by the municipal police (Protection 
Services) to tow a vehicle in. After rendering their services, the supplier was requested to complete 
and supply the necessary documentation to register on our database. They refused to supply any 
documentation, and all relevant Supply Chain and Protection Services officials were notified that 
no more orders are to be issued to CK Tow-In, unless they register on our database. 


Name: Pieter Swart 

Position: Head: Supply Chain Management 
Date: 19 October 2009 


Page 37 of 44 



2. Informal tenders 


Audit finding 

According to Municipal Supply Chain Management Regulations and the Municipality’s supply chain 
management policy, goods and services with a value exceeding R200 000 (VAT included) must be 
procured through a competitive bidding process. During our review of the informal tender register, 
we noted that the following tenders, with a value exceeding R200 000 (VAT included) were 
awarded without following a competitive bidding process. 


Tender no. 

Closing 

date 

Description 

Tenderer 

Price 

R 

Ref. No 

SCM04/08/09 

15/08/2008 

Sleeve pipe for 
road crossing 

Rambore 

217 215 

B/22529 

SCM08/08/09 

23/09/2008 

Klientediens 

Ekko 

Marketing and 

People 

development 

221 388 


SCM 18/08/09 

22/12/2008 

Proposed 
additions of lean 
to ("afdakke") for 
the securement 
of Moorreesburg 
Store 

WJ De Bruyn 
Builders 

392 955 


SCM38.08.09 

08/05/2009 

Upgrading, 
fencing and 

maintenance 
work Church Str 
Store, Mal/bury 

Riebeek 

Constructions 

208 221 

B/25577 


Root cause 

• The value of the informal tenders was not expected to exceed R200 000. 

• Control activities: Operational - Directive, preventive and detective controls are not adequate 
and focused on achieving efficient resource usage and effectiveness as measured by the 
extent to which specific control objectives are achieved. 

Risk 

The Municipality is not complying with the Municipal Supply Chain Management Regulations and 
its supply chain management policy. 

Recommendation 

Management should put in place procedures to ensure that the procurement of goods and services 
with a value expected to exceed R200 000 is done through a competitive bidding process. 

Management response 

The tenders mentioned in the above-mentioned Audit Finding, were all advertised as informal bids 
for at least 7 days on our website and notice boards. The estimates given to us were below 
R200 000.00. After opening the tenders at the closing thereof, the lowest bidders on each of these 
tenders were above R200 000.00. Tender no. SCM38.08.09 (tendered amount, R208 221.00) has 
been scaled down and only part of the bid was awarded, amounting to R124 203.00. 

For tenders SCM04/08/09, SCM08/08/09 and SCM 18/08/09 the necessary regulations and supply 
chain management policy were followed, as the tenders had been referred to the Bid Evaluation 


Page 38 of 44 




Committee and the Bid Adjudication Committee for approval thereof (Attached find minutes of 
meetings). It would be unfair to all bidders to go through another bidding process, as their bidding 
prices are already known, as it was announced in public when opening the tender documents. 


Name: Pieter Swart 

Position: Head: Supply Chain Management 
Date: 30 September 2009 


3. Changes to EFT master file 
Audit finding 

While we noted the improvements in the controls around changes to the EFT master file from prior 
year, there are still areas that require improvement. The computer system does not have a facility 
to generate a report of all changes to the EFT master-file for the purposes of verifying whether all 
changes to the master file are supported by authorised forms. 

Root cause 

• Procedures have not been designed to ensure that all changes to the EFT master file are valid. 

• Control activities: Selection and development of control activities - Control activities are not 
selected and developed with consideration of their cost and their potential effectiveness in 
mitigating risks to the achievement of financial reporting objectives. 

Risk 

Unauthorised changes to the EFT master file may go undetected. 

Recommendation 

Management should put in place procedures to track and review all changes to the EFT master file 
on a regular basis for validity. 

Management response 

We take note of the above-mentioned finding regarding a report of changes made to supplier 
details on the EFT master file. 

Our IT department has already been requested to create a report suitable for our needs, that will 
reflect any changes made to supplier details on the EFT master file. Attached please find an e-mail 
sent to our IT Department on 28 September 2009. 

Name: Pieter Swart 

Position: Head: Supply Chain Management 
Date: 29 October 2009 


4. Segregation of duties - expenditure cycle 


Audit finding 

In performing our walkthrough tests for the payments cycle, it was noted that incompatible 
functions are not segregated in that the Head of Supply Chain management is able initiate, 
execute and authorize payments. Ideally, the functions of initiation and execution of payments 
should be segregated from authorization of payments. 
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Root cause 


Control activities: Financial - Written procedures, authorisations, record keeping, management 
reviews and asset safeguards are not segregated to prevent fraudulent financial data and asset 
misappropriation. 

Risk 

Unauthorised payments could be processed and not detected if incompatible functions are not 
segregated. 

Recommendation 

Management should consider segregating the functions of initiation and execution of payments 
from authorization of payments. 

Management response 

It was brought to our attention during the audit that officials, who can approve electronic payments 
via ABSA Cash focus, can also capture batches for payment. Mr. Andre Maritz from ABSA has 
been asked to show us how these functions can be separated on the system. He informed us that 
it is not possible on the current Cashfocus release that we are using. 

However, ABSA is currently busy with a countrywide conversion exercise, and that we should be 
on the new system in January 2010. On the new system the Administrator will be able to select the 
option that an operator cannot approve transactions he has captured. Attached find a self 
explanatory letter from ABSA. 

The current procedures to authorize payments are that an official creating a payment should not 
approve it. (manual) However, should this control fail, a control is in place to prevent any fraudulent 
payments as a second signatory is required for all payments. 

Although the Supply Chain Manager (Previously Head: Expenditure) has access to capture 
batches and approve payments, he was not aware that he could perform both functions and had 
therefore never captured any batches on Cashfocus before. 


Name: Pieter Swart 

Position: Head: Supply Chain Management 
Date: 30 September 2009 


5. Traffic fines accrual 


Audit finding 

At the end of each year an accrual of traffic fines that are expected to be received is raised based 
on the history of settlement of traffic fines issued. An audit difference was noted when we 
recalculated the traffic fines accrued from a report of the traffic fines issued and the traffic fines 
settled. The details are as follows: 


Description 

R 

Traffic fines accrued 

1 116 679 



Traffic fines issued during the year 

5 976 275 

Traffic fines settled during the year 

1 116 679 

Traffic fines outstanding at the end of the year 

4 859 596 
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% of traffic fines collected 

18.69% 

Traffic fines accrued (recalculated) [18.69% x 4,859,596] 

908 025 



Audit difference (overstatement) 

208 654 


Root cause 

• The traffic fines accrual at the end of the year was incorrectly calculated. 

• Control activities: Policies and procedures - Policies related to reliable financial reporting 
are not established and communicated throughout the entity, and do not have 
corresponding procedures that result in management directives being carried out. 

Risk 

Traffic fines accrual and traffic fines revenue is overstated by R208 654. 

Recommendation 

• Management should investigate the identified audit difference and adjust the traffic fines 
accrued if the traffic fines accrued amount is found to be misstated. 

• The traffic fines accrual calculation should be reviewed for accuracy and consistency with 
the prior year calculation. 

Management response 

I am in agreement with the finding and the misstatement will be investigated and corrected by 16 

October 2009. 


Name: Christo Gerber 

Position: Head: Financial Statements and Control 
Date: 8 October 2009 


6. Authorisation of journals 


Audit finding 

Adjusting journals for inventory are prepared by the store-man and should be reviewed and 
authorised by an approved signatory before processing in terms of the Municipality’s internal 
control procedures. During the audit, we noted that a journal adjustment of R218 910 to inventory, 
processed on 22 June 2009 was not authorised by an approved signatory. The adjustment was 
signed off by a data capturer. 

Root causes 

• Directive, preventive and detective controls are not adequate and to prevent unauthorised 
journals to adjust inventory balances from being processed. 

• Information and communication: Internal control information - Information required to execute 
other control components is not identified, captured and distributed in a form and time frame 
that enable personnel to carry out their internal control responsibilities. 

• Monitoring: Cngoing monitoring - Cngoing monitoring and supervision are not undertaken to 
enable management to determine whether internal control over financial reporting is present 
and functioning. 

Risk 

Unauthorised adjustments to inventory may be processed by the store-man and not detected. 
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Recommendation 


Management should put in place procedures to monitor and review whether internal control 
procedures are being adhered to. 

Management response 

We take note of the journal adjustment dated 22 June 2009, that has not been authorised by an 
approved signatory. It was picked up by the data capturer on 24 June 2009. 

Attached please find an email sent by the Head: Logistics & Disposal, to the storeman on 25 June 
2009, to notify him that all journals and adjustments must be authorised by the :Head: Logistics & 
Disposal, or the Head: Supply Chain, before the capturing thereof. 

Name: Pieter Swart 

Position: Head: Supply Chain Management 
Date: 7 October 2009 


7. Accounting for output VAT on sales 


Audit finding 

During the audit of profit on sale of land, it was noted that in certain cases the revenue recognised 
incorrectly included output VAT. The details are as follows: 


Date 

Erf 

Area 

Name 

Amount 

recognised 

as 

Revenue 

R 

Selling 

Price Excl 
VAT per 
Contract 

R 

Difference 

R 

01/12/2008 

2910 

Moorreesburg 

J Links 

6 840 

6 000 

840 

01/12/2008 

2918 

Moorreesburg 

J Erasmus 

6 840 

6 000 

840 

02/02/2009 

2908 

Moorreesburg 

M Jansen 

6 840 

6 000 

840 

24/03/2009 

2921 

Moorreesburg 

D Toontjies 

6 840 

6 000 

840 

30/04/2009 

2914 

Moorreesburg 

F De Klerk 

6 840 

6 000 

840 

01/06/2009 

5206 

Moorreesburg 

H Fortuin 

6 840 

6 000 

840 

01/06/2009 

5209 

Moorreesburg 

Orian/Septembe 

r 

4 560 

4 000 

560 








Sample error 




5 580 

Total 

tested 






2 423 760 








Population 






18 416 920 

Extrapolated 

error 




42 400 


Root cause 

• Control activities: Selection and development of control activities - Control activities are not 
selected and developed with consideration of their cost and their potential effectiveness in 
mitigating risks to the achievement of financial reporting objectives. 

• Sales transactions were incorrectly captured with VAT. 
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Risk 


• Non-compliance with VAT legislation. 

• Revenue is overstated and VAT output liability understated. 

Recommendation 

An independent person should review the audit trail of revenue transactions to ensure that output 
VAT is properly accounted for. 

Management response 

We agree with the facts stated in your findings performing the audit of profit on disposal of land. 

With the sale of the properties in Moorreesburg the Department of Housing paid the subsidy 
amount including VAT directly into Swartland Municipality’s banking account. We neglected to 
scrutinise the Agreements of Sale of the said properties to establish the purchase price. Should 
we have done that, we would have noticed that the amount received from the Department of 
Housing included VAT. 

The necessary correction will be done immediately and the VAT paid over to SARS during 
November 2009. 

Every Agreement of Sale will in the future be scrutinised to ensure that there is no repeat of this 
oversight. 

Name: E Openshaw 

Position: Chief Clerk: Property Rates & Taxes 
Date: 21 October 2009 


8. Overtime hours worked 


Audit finding 

During the audit of payroll, it was noted that the following employees worked more the 40 hours in 
November 2008. According to Section 10 of the Basic Conditions of Employment Act, an employer 
may not permit or require an employee to work more than 10 hours overtime per week 
(approximately 40 hours per month). 


Employee 

number 

Amount 

R 

Overtime 
Hours (November 
2008) 

1220121 

4,324.70 

62.5 

330551 

3,345.47 

57.75 

330670 

1,484.25 

42.25 

332607 

2,854.31 

41.25 

332742 

1,651.78 

42.5 

333801 

2,302.02 

42.5 

334555 

1,728.86 

51.5 

335220 

2,589.78 

46.25 

335372 

1,401.57 

41.75 

335665 

3,302.82 

101.75 

1337200 

1,468.88 

44.25 

1337219 

1,653.79 

46.5 
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Root cause 


Control activities: Operational - Directive, preventive and detective controls are not adequate and 
focused on achieving efficient resource usage and effectiveness, as measured by the extent to 
which specific control objectives are achieved. 

Risk 

Non-compliance with the Basic Conditions of Employment Act 

Recommendation 

Management should put in place procedures to ensure that employees do not work more than 40 
hours overtime per month as required by the Basic Conditions of Employment Act. 

Management response 

Management is in agreement with the audit finding. 

Mr H K Agulhas is in the process of working on a special project, namely, transferring old 
government houses to indigents, and agreed to work extra overtime to complete the transfer of the 
said houses as soon as possible. The other employees are on emergency standby, for water and 
sewerage breakages and as we are not in control of these emergencies we cannot control the 
overtime hour’s work. Two of the employees are supervises at councils swimming pools. These 
pools are open after working hours and the supervisors signed a contract to work after normal 
time, provided that they are paid overtime. 

Name: Christo Gerber 

Head: Head: Financial Statements and Control 
Date: 24 November 2009 
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